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Islamic finance and banking system is truly well established as one of the fastest growing 
financial sector in the world. This study explores the impact of Islamic banking financing on 
economic development over the period of 1984-2013 in the Sudanese economy. We used Islamic 
banking financing to proxied financial indicator. Two variables to proxy economic indicators 
namely; the economic growth is proxied by real GDP, investment business activity in the 
economy denoted by GFCF. For the analysis, first tested unit root for stationarity using 
Augmented Dickey-Fuller and Philip -Perron techniques, Johansen co-integration analysis and 
Granger causality tests were done. Using different methodology in short and long run, empirical 
results obtained from Johansen co-integration analysis and causality test results indicate that 
there exists a long run relationship between Islamic banking financing and economic growth. 
The study suggested that there is unidirectional causality running in the short-run between 
GFCF,GDP and Islamic banking financing, the study recommended that the policy makers 
should be extended to design and adopt plan to attract more capital resources into the financial 
system through promote savings policy. 
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Chapter 1 Introduction  
1.1 Background  
      Socio-economic development is a major challenge faced by various developing countries 
in the world and most of these countries fall in the Muslim world. Even with a lot of natural 
resources at their disposal, these counties have not been able to achieve acceptable levels of 
economic growth. It should be noted that economic policies, planning and implementation have 
significant role in the achievement of sustainable development, while, most of the developing 
countries fail to adopt prudent policies.  
 Over the past few decades, economists have a devoted considerable amount of the study to 
understand the relationship between finance and economic growth. Economists belonging to 
different schools of thoughts prefer different systems for various reasons. One such system is the 
Islamic or Shariah based financial system that emerged around 50 years. It should be noted, this 
system is preferred by most Islamic countries. Accordance with that, there is a definite desire in 
major economical countries to pursue Islamic finance policy by extending Islamic finance to 
other countries. The Islamic banking also added diversity to their existing offerings and has 
served as an alternative to the traditional products, particularly to their discrete clientele i.e. 
Muslim minorities. A number of Islamic finance products like Mudaraba and Murabaha have 
become attractive mode of financial investment to a lot of companies and institutions, especially 
in developing economies. According to Ernst Young (2013), global Islamic banking assets of 
commercial banks grew to US $1.7 trillion in 2013. The previous line information suggests that 
there had been an average annual growth of 18% over the past four years. However, there has 
been significant Islamic financial growth during the past few years hence becoming a major 
international financial system. 
In the past few years, the economic growth rate of Sudan has shown fluctuating trends, and 
this is mainly as a result of the fluctuating weather conditions that affect the agricultural sector. 
Since its independency, Sudan has only registered a positive economic growth in two periods 
and this includes the 1971-1983and as from 1990s onwards. It should be noted that the country 
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Safiat (2013). In this case, the economic development of the country has witnessed the adoption 
of institutional and economic reforms as well as liberalization and privatization of policies. 
However, the inflationary pressure has tremendously increased and it registered its first three 
digits rate of 123% in 1991 and reached the highest rate of 130.5% in 1996. Accordingly, the 
average inflation rate per year was 104% during the period from 1990-1997, Central Bank of 
Sudan (2003).  
The government made tremendous efforts to suppress this inflation, as a result, price 
stabilization and macroeconomics became the focus of strengthening reforms programs during 
1997-2001. It should be noted that this program was boosted by the export and production of oil 
in 1998. The production of oil constituted the main source of government revenue and economic 
growth and as a result, the inflation rate decreased to reach 4.9% in 2001. However, it again 
started to increase and reached to 14% in 2008. This was basically contributed by the increased 
food prices and the global economic crisis as well as the succession of South Sudan in 2011. It is 
alleged that the period from 1992 to 2008 experienced strong economic performance with major 
improvements witnessed in a number of important economic fundamentals. Arguably, the strong 
performance in the economy was attributed to various factors that included the favorable weather 
conditions, economic reforms, high investments in the oil industry, the increment of foreign 
direct investment FDI as well as the tightening of foreign exchange resources.  
Some studies found that there is a positive relationship between Islamic banking finance and 
economic growth. This research uses Sudan as a case study to examine this relationship. 
Although, financial system in Sudan has experienced development through Islamisation of the 
banking system, financial mechanisms are still considered to be relatively weaker. With 
regarding to Sudan Islamic banks, this first study covers the period from 1984-2013 as an 
attempt to explore the direct relation between Islamic banking financing and it is contribution to 
the economic development in Sudan. 
1.2 The Purpose of the Thesis 
     This thesis focuses on Islamic banking system and its contribution to the economic 
development in Sudan. Moreover, it serves to tackle the ignorance and lack of information 
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answer the question of whether the Islamic banking financing has contributed in the economic 
development since its inception. So, the main objectives of the thesis are as follows: 
1. Clarify the aim of Islamic banking finance in Sudan. 
2. Investigate the relationship between Islamic banking financing and economic development 
in Sudan. 
3. Evaluate the impacts of Islamic financing on the economic development. 
4. Draw inferences on the effect of Islamic banking financing on economic development for 
policy consideration. 
1.3 Research Hypotheses 
The following hypotheses are tested: 
1. There is no long-run relationship between Islamic banking financing and economic 
development. 
2. Islamic banking does not cause economic growth in the long and short -run. 
3. Economic development  does not cause Islamic banking in the long and short- run   
1.4 Limitations 
    Finance is a broad term that describes to related activities, the study of how the money is 
managed and the actual process of acquiring needed funds for businesses and government 
entities as all need funding to run its operations. As well financial development, the term also 
includes several branches like financial institutions, financial markets, financial assets and so 
forth. 
This paper focuses mainly on Islamic banking in Sudan. Since development of Islamic 
finance and its reporting is relatively new to Sudanese financial sector. The researcher is 
constrained by the availability and access of data during last three decades. The data is collected 
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1.5 Thesis Structure 
This paper is organized as follows: 
Chapter 1 describes the motivation of the research, presents the purpose of the study, and 
develops the hypotheses. 
Chapter 2 presents the theoretical framework of Islamic finance, definitions of Islamic 
financial system and reviewing previous theories of economic growth and financial development. 
At the end, empirical studies about the relationship between Islamic banking financing 
development and economic growth are provided and analytical presentation of the mechanisms of 
economic development in Islam is discussed. 
Chapter 3 development of Islamic financial system in Sudan and economic growth is 
discussed from two perspectives, contribution of development projects and others economics 
sectors in Sudan. 
Chapter 4 presents the results and discussion of the study. The empirical study in this thesis 
tests the Islamic banking financing as a mechanism for financial development along with others 
variables of economic indicators and it is contribution in economic development.  
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Chapter 2 Theoretical Background and Literature Review 
2.1 Overview of Islamic Banking and Finance 
    The Islamic banking term is used to refer banking activities or banking systems that are in 
consonance with basic principles of Islamic Sharia. “Islamic banking and finance can be 
described as a system through which finance is provided in the form of money in return for either 
equity or rights to share in future business profits or in the form of goods and services delivered 
in return for a commitment to repay their value at a future date”, Ali and Ausaf (2004) Islamic 
banking is an interest free banking system because Sharia does not allow interest rates or “Riba” 
for lending or accepting money. In the Islamic banks systems, the businesses that offer services 
or goods interest rates are strictly prohibited and are considered Haraam (forbidden). It should be 
noted that Islamic banking tends to offer the same facilities just like conventional banking 
systems except that it strictly follows the rules of Islamic sharia law. 
2.2 The Historical Origin and Evolution of Islamic Banking 
    The origin and history of Islamic banking can be traced back to the Islam advent when the 
prophet personally carried out operations of trade for his wife. The “Muḍārabah” or Islamic 
copartner ship has been widely appreciated by the Muslim business community for Muslim 
centuries. It should be noted that the first Islamic banking model was initiated in Egypt in 1963. 
The founder of this bank was Ahmad Al Najjar and the main features were profit sharing on non-
interest based Islamic sharia philosophy. Generally, these banks were actually more than 
institutions of finance as opposed to commercial banks. In 1974, the first Islamic bank was 
established by organization of Islamic countries (OIC), and the bank was known as Islamic 
Development Bank in Jeddah (IDB), the basic model of doing business for this bank was 
assistance in providing development financing for countries members. A number of Islamic 
banking systems had been established by the end of 1970 in most Islamic countries. Some of 
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